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their real estate while maintaining operating
control of their facilities. We offer fixed and
variable rate leases, as well as mortgage
loans, giving large dealer groups the flexibil-
ity needed to meet their financial goals. We
also have a robust facility improvement and
construction lending program, enabling deal-
ers to perform necessary expansions and
facility enhancements. This program not only
provides dealers with the capital to improve
their facilities and returns, but continually
enhances our real estate portfolio and fur-
ther aligns us with all constituents in the
industry. We also provide our clients with
the flexibility to substitute new properties in
exchange for those in our existing portfolio.
This enables dealer groups to sell operations
that may not be meeting desired return
hurdles, and also cleanses our portfolio of
properties that may have a low probability
of lease renewal.

FACILITY IMPROVEMENTS AND
CONSTRUCTION FUNDINGS

in millions $91
$23
$11 s12 314
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Significant renovations and _
expansion funded by our |
facility improvement program. |

Expanding oulr
knowledge of a
dynamic incdustry

Automotive retailing has long been one
of the most stable businesses in our nation.

For generations, family-operated franchised
dealer groups have produced strong returns
and consistent cash flows. As the number
of vehicles on the road has increased, the
demands for parts and service, as well as
used vehicle sales, have increased. These two
segments of a franchised dealer’s business
have continued to increase and now com-
prise more than 78% of the average dealer’s
profitability. During economic contractions,
consumers iend to retain their vehicles
longer or consider the purchase of used vahi-
cles. Longer warranties, certified pre-owned
vehicles, and increased vehicle complexity
have ensured that parts and service depart-
ments will continue to be more important
profit centers for dealers.

Automotive retailers’ sales territories are
awarded to dealers by manufaciurers on
a site-specific basis and, unlike other retail

Inskin Aute Wall
Warwick, Rhode Island

United Auto Gioup, 1nc.'s (@ “Top 100" cealer
group) Inskip Auto Mall consists of 10 dealership
franchises (Acura, Audi, Bentley, BMW, Infiniti,
Lexus, Maserati, Mercedes-Benz, Porsche, and
Volvo), a pre-owned dealership, car wash, and
reconditioning center. The site, which is currently
undergoing significant renovations with the assis-
tance of Capital Automotive’s facility improvement
program, is located in a suburb of Providence.
Renovations are expected to be completed by
Winter 2006. The property comprises approximately
20 acres and will have more than 257,000 sauara
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John J. Pohanka Chairman of the Board

Thomas D. Eckert President and Chief Executive Officer

Dear Fellow Shareholders:

Capital Automotive had a terrific year in 2004, providing
shareholders with a total return of 17.2%. For the trailing
three and five years, Capital Automotive’s total share-
holder returns have been 114% and 315%, respectively.
We have increased our dividends for twenty-eight consec-
utive quarters and have announced an expected 6%
increase in our annual dividend per share to $1.80 per
share in 2005. The primary goal at Capital Automotive
remains to provide shareholders with stable, growing
cash flow that will allow us to increase dividends over
time. Our strong relationships in the automotive retail
industry, conservative capital structure, and healthy back-
log of business portray a bright future.

Our $407 million of new investments in 2004 exceeded
the volume in each of the past five years. We also soid
$72 million in properties, recording $5 million in gains.
These gains are particularly impressive when you consider
that the majority of these sales related to locations that
our tenants considered less desirable to operate. With
this magnitude of gain on the weaker assets in our

portfolio, we remain very optimistic about its hidden
value, which is the appreciation of our properties.

The big news in 2004 was the achievement of invest-
ment-grade ratings on our senior unsecured debt by
Moody’s Investors Service and Standard & Poor’s Ratings
Service. This accomplishment is a watershed event in
Capital Automotive's history and positions the Company
for even greater success going forward. The investment-
grade ratings dramatically improve the Company’s cost
of and access to debt capital. The financial engineering
of our balance sheet over the past fourteen months has
substantially reduced our secured debt thereby increas-
ing our financial flexibility. The Company’s balance sheet
is substantially stronger than at any other point in our
history. We have transitioned from a company with a
modest amount of free cash flow to one that we expect
to generate in excess of $30 million in 2005, after the
payment of all debt service and expected distributions
to shareholders. This free cash flow will be deployed to
continue growing our business and to increase dividends
to shareholders in the future.
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Executive Officers

from the left

JAY M. FERRIERO

Senior Vice President and
Director of Acquisitions

DAVID S. KAY

Senior Vice President,
Chief Financial Officer
and Treasurer

JOHN M. WEAVER

Senior Vice President,
Secretary and Generatl Counsel

LISA M. CLEMENTS

Vice President and
Chief Accounting Officer

THOMAS D. ECKERT

President and
Chief Executive Officer

Board of Trustees

JOHN J. POHANKA

Chairman,
Capital Automotive REIT
Pohanka Automotive Group

JOHN E. ANDERSON

President and Chief Executive Officer,

TOPA Equities, Ltd.

THOMAS D. ECKERT

CRAIG L. FULLER

President and Chief Executive Officer,

National Association of
Chain Drug Stores

PAUL M. HIGBEE

Partner,
Andersen & Company, LLC

WILLIAM E. HOGLUND

R. MICHAEL MCCULLOUGH

Former Chairman and
Chief Executive Officer,
Booz, Alten & Hamilton, Inc.

ROBERT M. ROSENTHAL

Chairman, Rosenthal Automotive

VINCENT A. SHEEHY
President, Sheehy Auto Stores

President and Chief Executive Officer,
Capital Automotive REIT

Former Executive Vice President,
Chief Financial Officer and Board Member,
General Motors Corporation







SELECTED FINANCIAL INFORMATION

The following selected financial information should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations”

and the consolidated financial statements and notes thereto included in this Annual Report.
For the Years Ended December 31,
(In Thousands, Except per Share Data) 2004 2003 2002 2001 2000

Operating Data:

Total revenue $ 201,933 $ 163,320 $ 134,743 $ 109,754 $ 94,825
Depreciation and amortization expense $ 36,219 $ 29,526 $ 24,473 $ 19,872 $ 16,092
General and administrative expense $ 12,403 $ 9,991 $ 8,475 $ 7,114 $ 6,592
Interest expense $ 66,640 $ 62,635 $ 48,423 $ 43,521 $ 39,531
Debt extinguishment charge $ 16,350 $ — $ — $ 702 $ —
Income from continuing operations before minority interest $ 70,321 $ 61,168 $ 53,372 $ 38,545 $ 32,610
Minority interest® $ (10,624) $ (12,827) $ (12,598) $ (9,996) $  (9,320)
Income from continuing operations $ 59,697 $ 48,341 $ 40,774 $ 28,549 $ 23,290
Total income from discontinued operations® $ 7,978 $ 3,295 $ 3,055 $ 2,828 $ 2,522
Net income $ 67,675 $ 51,636 $ 43,829 $ 31,377 $ 25,812
Preferred share dividends $ (10,931) $ 411) $ — $ — $ —
Net income available to common shareholders $ 56,744 $ 51,225 $ 43,829 $ 31,377 $ 25,812

Weighted average number of common shares outstanding—diluted 36,858 31,717 28,589 24,450 21,113
Diluted earnings per common share:

Income from continuing operations $ 1.33 $ 1.51 $ 1.44 $ 1.18 $ 1.11
Net income $ 1.54 $ 1.62 $ 1.55 $ 1.30 $ 1.22
Other Data:
Funds from operations available to common shareholders® $ 100,043 $ 95913 $ 83,427 $ 63,631 $ 53,455
Weighted average number of common shares and units outstanding—diluted 44,798 39,981 37,096 32,726 29,476
Diluted FFO per common share® $ 2.23 $ 2.40 $ 2.25 $ 1.94 $ 1.81
Annual dividend per common share® $ 1.70 $ 1.65 $ 1.60 $ 1.55 $ 1.50
Properties owned at end of period 342 331 292 260 244
As of December 31,
(In Thousands) 2004 2003 2002 2001 2000
Balance Sheet Data:
Real estate before accumulated depreciation $2,197,323 $1,874,810 $1,574,153 $1,229,694 $1,037,870
Total investments® 2,240,701 1,905,327 1,574,153 1,229,694 1,037,870
Total assets 2,158,157 1,861,585 1,542,470 1,199,700 1,021,589
Mortgage debt 634,365 1,066,084 898,733 637,656 571,519
Unsecured debt® 385,000 4,425 — — —
Borrowings under credit facilities 30,000 75,009 111,096 63,508 14,200
Total other liabilities 33,396 34,341 35,970 21,630 30,109
Minority interest 144,877 112,452 116,048 110,885 115,728
Total shareholders’ equity 933,927 569,274 380,623 366,021 290,033

(1) Minority interest represents income attributable to the common units of the Partnership owned by limited partners (other than us) of the Partnership.

(2} Beginning in 2002, Statement of Financial Accounting Standards, commonly referred to as SFAS, No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” requires that gains and losses from
dispositions of properties and all operating earnings from these properties be reported as “discontinued operations.” This also requires that ail past earnings applicable to a property disposed of subsequent to
January 1, 2002 be reported as “discontinued operations.” As a result, previously reported "income from continuing operations” will be updated each time a property is sold. This requirement is for presentation
only and has no impact on net income.

(3) Funds from Operations, commonly referred to as FFO, is a non-GAAP financial measure. For a definition of FFO and a reconciliation of FFO to its most directly comparable GAAP measure, net income available to
common shareholders, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Funds from Operations.” FFO available to common shareholders is FFO less preferred share dividends.

(4) 2004 annual dividend per common share represents first, second and third quarter dividends totaling $1.2695 declared during 2004 and fourth quarter dividend totaling $0.4305 declared on January 18, 2005. 2003
annual dividend per common share represents first, second and third quarter dividends totaling $1.2335 declared during 2003 and fourth quarter dividend totaling $0.4165 declared on January 20, 2004. 2002
annual dividend per common share represents first, second and third quarter dividends totaling $1.1935 declared during 2002 and fourth quarter dividend totaling $0.4065 declared on January 21, 2003.

(5) Investments as of December 31, 2004 and 2003 include mortgage notes and construction advances secured by real estate totaling $43.4 million and $30.5 million, respectively.

(6) The carrying value of the debt on our balance sheet as of December 31, 2004 has been reduced by $3.4 million, representing the unrealized loss on our fair value swap as further described in “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources.
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Real Estate Assets—Impairment Assessment

We periodically assess our real estate assets for permanent impairment when certain
events or changes in circumstances indicate that the carrying amount of the real
estate may not be recoverable. Management considers current market conditions
and tenant credit analysis in determining whether the recoverability of the carrying
amount of an asset should be assessed. When an assessment is warranted, manage-
ment determines if it is probable that the sum of the expected undiscounted future
cash flows is less than the carrying amount of the property being assessed. If the
undiscounted future cash flows are less than the carrying amount, then an impair-
ment loss would be recognized equal to the amount of the difference between the
fair value of the property and its carrying amount.

Real Estate Assets—Estimated Useful Lives and Allocation of Purchase Price

We depreciate our buildings and improvements or leasehold interest assets using
the straight-line method over the lesser of their estimated useful lives or ground
lease terms, generally 20 to 45 years. The useful lives of the properties are assigned
using third-party appraisals and/or structural reviews that are generally prepared
for each property we acquire.

The purchase price of real estate properties acquired is allocated to the various
components, such as land, buildings and improvements, and in-place leases as
appropriate, in accordance with the Financial Accounting Standards Board's, com-
monly referred to as the FASB, Statement of Financial Accounting Standards, com-
monly referred to as SFAS, No. 142, “Goodwill and Other Intangible Assets.” The
purchase price is allocated based on the fair value of each component at the time
of acquisition. The fair value of the buildings and improvements are recorded at
the cost of our acquisition which we believe approximates their replacement costs.
We generally do not acquire real estate assets that have in-place leases. We typi-
cally execute our leases simultaneously with the purchase of the real estate, and
because of this, no value has been ascribed to any in-place leases because we do
not believe any exist.

Tenant and Property Improvements

From time to time, we make tenant and property improvements on our existing
properties. Improvements include costs incurred on facilities during which the
tenant’s business continues to operate. Tenant and property improvements are
recorded as buildings and improvements on our consolidated balance sheets and
the rents charged to the tenant on these improvements during the project are
recorded as rental revenue. Once the project is completed, the remaining useful
life of the buildings and improvements is determined and depreciation expense
is adjusted accordingly on a prospective basis.

Construction Financing

We may provide construction financing to our tenants in certain circumstances in
which we own or have a ground lease on the underlying land, which in both cases
is leased to the tenant. Construction financing includes fundings for the construc-
tion of new facilities for which operations have not commenced or fundings for
major improvements to existing facilities that cause operations to cease during the
construction period. Fundings are recorded as construction advances during the
period of construction and the amounts charged to our tenant during that time
are recorded as interest income. After completion of the project, the construction
advances are paid down simultaneously with our purchase of the buildings and
improvements. We are not obligated to purchase the property if certain conditions
are not met. The buildings and improvements are acquired at fair market value
and recorded as real estate on our consolidated financial statements.

Derivative Instruments

During the normal course of business, we are exposed to certain financial market
risks, the most predominant being fluctuations in interest rates. In general, our
strategy of substantially match-funding our long-term debt to our leases reduces
our exposure to interest rate fluctuations by locking in our investment spreads
during the initial term of the leases. As part of this strategy, we have used and
may continue to use interest rate swap arrangements to manage interest rate risk.
We do not enter into interest rate swap arrangements for trading purposes. The
derivative instruments, including cash flow and fair value hedges that we have
entered into, have been designated as highly effective at the inception of the
swap agreements. We continue to evaluate the highly effective nature of those
hedges and believe our hedges continue to be highly effective.

For a derivative qualifying as a cash flow hedge, the change in the unrealized gain
or loss is recorded as a component of accumulated other comprehensive income
(loss) within shareholders’ equity on our consolidated balance sheets. The fair value
of the swap is recorded as either an asset or liability on our consolidated balance
sheets. For a derivative qualifying as a fair value hedge, the change in the net
unrealized gain or loss upon measuring the fair value hedge and the fair value of
the debt instrument being hedged is recorded on our consolidated statements of
operations. Generally, these amounts offset each other resulting in no impact on
our net income. The fair value of the swap is recorded as either an asset or liability,
with a corresponding increase or decrease recorded to the carrying value of the
debt instrument being hedged on our consolidated balance sheets. Upon the early
termination of swap arrangements or when we believe it is probable we are not
subject to interest rate risk, we recognize the realized gain or loss in our results of
operations in the period of the swap breakage.
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The increase in rental income was also attributable to an increase from rent adjust-
ments above the fixed minimum escalators, which are recorded as revenue in the
period they are due from the tenants.

INTEREST AND OTHER. The majority of the increase in interest and other income
over the past two fiscal years was primarily due to interest earned on mortgage
notes or construction advances secured by real estate funded during 2004 and

the fourth quarter of 2003. Mortgage notes and construction advances totaled
approximately $43.4 million and $30.5 million as of December 31, 2004 and 2003,
respectively. Additionally, the increase from 2003 to 2004 was due to lease assign-
ment fees earned during 2004, income from a partial condemnation related to
road improvements for one of our properties, and proceeds received for the
settlement of the Milestone-Burkitt litigation as further described in the Legal
Proceedings footnote to our consolidated financial statements.

Differences in interest and other income between years are also due to fluctuations
in the cash collateral balances held by our lenders at any point in time and changes
in the interest rates earned on these balances. The purpose of the cash collateral
accounts is to hold funds, generally in the amount of the swap valuations at any
point in time, and to protect the lenders in case of an early termination by us. The
cash collateral accounts are controlled by the lenders; however, we earn interest
on the funds held in such accounts.

Expenses

Percentage Change

For the Years Ended December 31,

2004 2003
(Dollars in Thousands) 2004 2003 2002 to 2003 to 2002
Expenses
Depreciation
and amortization $ 36,219 $ 29,526 $24,473 23% 21%
General and
administrative 12,403 9,991 8,475 24% 18%
Interest 66,640 62,635 48,423 6% 29%
Debt extinguishment
charge 16,350 — — 100% —
Total $131,612 $102,152 $81,371 29% 26%

DEPRECIATION AND AMORTIZATION. Depreciation and amortization consisted
primarily of depreciation on buildings and improvements owned during the years
indicated above. The increases are primarily attributable to the growth of our real
estate portfolio described under "Revenue—Rental” above, resulting in an
increase in our depreciable assets.

GENERAL AND ADMINISTRATIVE. General and administrative expenses increased
from 2003 to 2004 due primarily to:

o anincrease in professional fees resulting from higher legal and consultation services;

o an increase in auditing fees and professional fees associated with the implemen-
tation of and compliance with Section 404 of the Sarbanes-Oxley Act of 2002;

o an increase in payroll and related expenses primarily attributable to an increase
in overall compensation and an increase in the number of employees; and

© an increase in costs related to acquisition and financing transactions that were
not consummated by us.

General and administrative expenses increased from 2002 to 2003 due primarily to:

° anincrease in payroll and related expenses primarily attributable to an increase
in overall compensation and an increase in the number of employees;

o anincrease in professional fees associated with the implementation of and com-
pliance with Section 404 of the Sarbanes-Oxley Act of 2002;

e anincrease in directors and officers insurance due to an increase in market
rates; and

° anincrease in business taxes and state registration fees due to the growth in our
real estate portfolio during 2002 and 2003 as well as changes in state tax laws.

The increase from 2002 to 2003 was partially offset by the write-off totaling
$195,000 during the fourth quarter of 2002 related to the remaining costs on our
former office space. In October 2002, we took advantage of the soft office space
market by entering into a long-term lease for more efficient space into which we
relocated our office. In addition, we subleased our former space to a third party.
In accordance with GAAP, the remaining costs related to a pre-existing lease were
charged to expense when the leased property has no substantive future use or
benefit to the lessee, net of any rent received from subleasing to a third party.
General and administrative expenses, excluding this write-off, increased 21% from
2002 to 2003.
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During the year ended December 31, 2004, we sold 20 auto retail locations for
approximately $71.1 million in sales proceeds to nine dealer groups, resulting in a
combined gain of approximately $5.7 million before minority interest. In exchange
for early termination of the leases, we also received approximately $2.5 million in
lease termination fees, which were recorded during the year. The earnings gener-
ated from these real estate dispositions, including the combined gain recognized
and lease termination fees, have been reported as discontinued operations.

The following table sets forth the components of discontinued operations related
to the 24 auto retail locations sold subsequent to January 1, 2002 (in thousands):

For the Years Ended December 31,

2004 2003 2002
Revenue:
Rental $ 2,452 $7.689 $8,081
Other 2,538 197 —
Total revenue 4,920 7,886 8,081
Expenses:
Depreciation 469 1,599 1,947
Interest 483 2,181 2,423
Total expenses 952 3,780 4,370
Income from discontinued operations
before gain on sale of real estate
and minority interest 4,038 4,106 3,711
Gain on sale of real estate 5,697 75 291
Income related to discontinued
operations before minority interest ’ 9,735 4,181 4,002
Minority interest related
to discontinued operations (1,757) (886) (947)
Total discontinued operations,
net of minority interest $ 7,978 $3,295 $3,055

Preferred Share Dividends
For the Years Ended December 31,
2004 2003 2002
$10,931 $411 $—

(Dollars in Thousands)
Preferred share dividends

The increase represents dividends related to the 7'.% Series A Cumulative
Redeemable Preferred Shares issued on December 11, 2003 and the 8% Series B
Cumulative Redeemable Preferred Shares issued on April 27, 2004. There were no
Series A or Series B preferred share dividends during 2002.

Impact of Inflation

Our leases typically contain provisions to mitigate the adverse impact of inflation
on our results of oumﬂm:o:w. These provisions include upward periodic adjustments
in base rent due from our tenants, usually based on a factor of the change in the
CPl. in addition, certain of our leases are generally subject to certain fixed minimum
and/or maximum rent escalators during the initial lease term.

Substantially all of our properties are leased to tenants under long-term, triple-net
leases. Because triple-net leases typically require the tenant to pay all operating

expenses of a property, our exposure to rising property expenses due to inflation

is reduced.

Liquidity and Capital Resources

Cash and cash equivalents were $8.3 million and $13.4 million at December 31, 2004
and December 31, 2003, respectively. The changes in cash and cash equivalents dur-
ing the years ended December 31, 2004 and 2003 were attributable to operating,
investing and financing activities, as described below.

For the Years Ended December 31,

(Dollars in Thousands) 2004 2003

Cash provided by operating activities $ 120,550 $ 96,734
Cash used in investing activities (326,038) (331,592)
Cash provided by financing activities 200,468 240,768

Operating Activities

Cash provided by operating activities represents cash received primarily from
rents under long-term, triple-net leases, plus interest and other fee income, less
normal recurring general and administrative expenses and interest payments on
debt outstanding.

Investing Activities
Cash used in investing activities primarily reflects the investment in deafership
properties, facility improvements and construction financings, net of sales.

Financing Activities
Cash provided by financing activities for the year ended December 31, 2004 pri-
marily reflects:

°  $431.0 million of proceeds received from borrowings on our revolving credit facilities;

o $422.2 million of proceeds received from debt issuances during the year;

[
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As of December 31, 2004, our total outstanding fixed rate debt equaled approxi-
mately 39% of our total real estate investments subject to fixed rate leases. The
weighted average remaining term of our fixed rate leases was 11.9 years and
the weighted average remaining term of our outstanding fixed rate debt was
10.6 years. As a result, our fixed rate leases and debt were 89% match-funded.
Our total outstanding variable rate debt equaled approximately 83% of our total
real estate investments subject to variable rate leases. The weighted average
remaining term of our variable rate leases was 11.4 years and the weighted
average remaining term of our.outstanding variable rate debt was 8.1 years. As a
result, variable rate leases and our variable rate debt were 71% match-funded.

As of December 31, 2004, our ratio of debt to gross assets (calculated as total assets
plus accumulated depreciation) was approximately 46%, our secured debt to gross
assets was approximately 28% and our debt to total market capitalization was
approximately 34%. Certain financial agreements to which we are a party contain
covenants that limit our ability to incur debt under certain circumstances.

In light of our current financial position, we beiieve that we will be able to obtain
additional financing for our short-term and long-term liquidity requirements as fur-
ther described in the “Liguidity Requirements” section herein. We have used and
may continue to use interest rate swap arrangements to manage interest rate risk
and to match-fund our debt to our leases. However, there can be no assurance that
additional financing or capital will be available, or that the terms will be acceptable
or advantageous to us.

Variable Rate Lease Program

We may offer our current and prospective tenants the option of utilizing our vari-
able rate lease program. Under this program, base rent changes monthly based upon
a spread over an applicable index, typically LIBOR. In addition, our leases typically
provide for upward periodic adjustments in base rent, usually based on a factor of
the change in the CPl. The vast majority of our variable rate lease agreements con-
tain minimum lease rates, generally between 8% and 9%, and fixed rate conversion
features generally with minimum rates of 10.0% to 10.25%, and none of these
leases contains a maximum rate. Upon conversion, the fixed base rent typically con-
tinues to be adjusted upward periodically based on a factor of the change in the CP!
or other escalation provisions set forth in the lease.

The following table sets forth certain information regarding our variable rate leases
and debt as of December 31st for the years indicated (dollars in thousands):

Total Percent of
Real Estate our Portfolio Total Average
Subject to Subject to Variable One-Month
Variable Rate Variable Rate Rate Debt LIBOR for
Year Leases Leases Outstanding® the Year
2002 $418,203 27% $415,919 1.77%
2003 425,454 23% 340,870 1.21%
2004 436,305 20% 361,465 1.50%

(1) Includes amounts outstanding on our revolving credit facilities totaling $111.1 million, $75.0 million
and $30.0 million as of December 31, 2002, 2003 and 2004, respectively.

As further described in the “Financing Strategy” section above, the match-funding
of our variable rate lease portfolio with variable rate debt furthers our strategy of
substantially locking in our investment spreads over the initial term of our leases.
In addition, the lease rates built into the majority of our variable rate leases protect
our investment returns as interest rates decline and allow us to realize additional
spread during low interest rate environments. However, because many of our
leases are subject to minimum lease rates, as LIBOR rises, our investment spreads
will generally contract from current levels until the one-month LIBOR reaches 3.0%
to 3.5%, at which time substantially all of our lease rates will rise above our mini-
mum lease rates.

To illustrate, during the year ended December 31, 2004, as LIBOR has generally
increased, our investments spreads have started to contract. While the interest
expense on our variable rate debt has increased, the revenue generated from the
vast majority of our variable rate leases has remained constant during this same
time period as the minimum lease rates were in effect at these LIBOR levels.

In contrast, during the years ended December 31, 2003 and 2002, as LIBOR generally
decreased, the interest expense on our variable rate debt also decreased. However,
the revenue generated from the vast majority of our variable rate leases remained
constant during this same time period as the minimum lease rates were in effect at
these LIBOR levels.

Balance Sheet Restructuring and Debt Extinguishment Charges

As noted above, we significantly restructured our balance sheet during the year
ended December 31, 2004. As part of our balance sheet restructuring, we repaid
$514 million of secured debt as foilows:
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This loan requires monthly payments of principal and interest with a final payment at maturity of
approximately $24.2 million. The loan is secured by seven of our properties, which as of December 31,
2004, have an aggregate net book value of approximately $61.7 miltion. Capital Automotive L.P, the
Company's Operating Partnership, which we refer to as the Partnership, has provided a guaranty of
collection limited to approximately $8.9 million of this loan, contingent upon the lender first making
written demand upon and proceeding against the borrower, including obtaining judgment and fore-
closing upon all collateral. All amounts recovered from the borrower or collateral following a
default reduce such guarantee.

This loan requires quarterly interest and level principal payments with a final payment at maturity of
approximately $49.6 mitlion. The loan is secured by nine of our properties, which as of December 31, 2004,
have an aggregate net book value of approximately $97.2 million. This loan bears interest equal to the 30-
day LIBOR rate plus 175 basis points. We had previously entered into an interest rate swap arrangement
with a third party to fix the interest rate on this loan to 7.5%. We terminated the swap arrangement dur-
ing the fourth quarter of 2004 and subsequently repaid the loan during the first quarter of 2005, as further
described in the “Balance Sheet Restructuring and Debt Extinguishment Charges” section herein.

This loan requires monthly level payments of principal and interest with a final payment at maturity
of approximately $9.2 million. The loan is secured by one of our properties, which as of December.31,
2004, has a net book value of approximately $17.0 million.

During 2002, we issued $325 million in four classes of Triple Net Lease Mortgage Notes, Series 2002.
The notes are collateralized by 97 properties, which as of December 31, 2004, have an aggregate net
book value of approximately $432.2 million. CARS Loan Servicer L.L.C., one of our subsidiaries, is ser-
vicer of the notes on behalf of the noteholders. The foliowing is a breakdown of the Triple Net Lease
Mortgage Notes, Series 2002 by class:

Original Current Maturity
Class Principal Balance Principal Balance Date
A-1a 164,136 141,746 8/15/14
A-1b 9,064 9,064 7/15/15
A-2 75,900 65,847 7/15/15
A-3 75,900 75,900 6/15/22

Classes A-1a and A-1b are fully-amortizing in succession over their respective terms and Classes A-2
and A-3 are fully-amortizing in succession over 20 years. The notes have a weighted average effective
interest rate (including deferred loan fees amortized over the life of the notes) of approximately 7.7%.
The Partnership has provided a guaranty of collection limited to approximately $35 million of this loan,
contingent upon the trustee first making written demand upon and proceeding against the borrower,
including obtaining judgment and foreclosing upon all collateral. All amounts recovered from the
borrower or collateral following a default reduce such guarantee. In connection with the issuance of
this debt, the Company guarantees certain customary, non-recourse, carveout indemnities. Additionally,
in conjunction with the servicing of the debt, the Company guarantees CARS Loan Servicer L.L.C.'s
obligations to make certain principal, interest and property protection advances.

During 2003, we issued $228 million in two classes of Triple Net Lease Mortgage Notes, Series 2003-1.
The notes are collateralized by 50 properties, which as of December 31, 2004, have an aggregate net
book value of approximately $294.9 million. CARS Loan Servicer L.L.C. is servicer of the notes on
behalf of the noteholders. The following is a breakdown of the Triple Net Lease Mortgage Notes,
Series 2003-1 by class:

Original Current Maturity
Class Principal Balance Principal Balance Date
A-1 109,000 98,102 9/25/15
A-2 119,000 119,000 3/25/19

The notes amortize in succession over a 20-year amortization schedule with the Class A-1 notes fully-
amortizing and the Class A-2 notes requiring a final payment at maturity of approximately $70.8 mil-
lion. The notes have a weighted average effective interest rate (including deferred loan fees amor-
tized over the life of the notes) of approximately 5.86%. In connection with the issuance of this debt,
the Company guarantees certain customary, non-recourse, carveout indemnities. Additionally, in con-
junction with the servicing of the debt, the Company guarantees CARS Loan Servicer L.L.C.'s obliga-
tions to make certain principal, interest and property protection advances.
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This loan requires monthly interest and level principal payments with a final payment at maturity of
approximately $5.7 million. This loan bears interest equal to the three-month LIBOR plus 225 basis
points. The loan is secured by one of our properties, which as of December 31, 2004, has a net book
value of approximately $10.9 million.

This represents debt that was outstanding with various lenders, of which approximately $145 million
was repaid during the second quarter of 2004 and approximately $20 miliion was repaid during the
fourth quarter of 2004, as further described above in the “Balance Sheet Restructuring and Debt
Extinguishment Charges” section herein.

This represents debt that was outstanding with various tenders, of which approximately $161 million
was repaid during the second quarter of 2004 and approximately $113 million was repaid during the
third quarter of 2004, as further described above in the “Balance Sheet Restructuring and Debt
Extinguishment Charges” section herein.

Certain amounts of our mortgage debt are subject to prepayment penalties.

This loan, totaling approximately $4 million, was repaid during the third quarter of 2004, as further
described above in the “Balance Sheet Restructuring and Debt Extinguishment Charges” section herein.
On August 20, 2004, we closed on a syndicated unsecured revolving credit and term loan facility to
replace the unsecured credit facility we terminated in April 2004 as well as the secured credit facilities
we terminated during the first quarter of 2005 and to refinance certain of our existing secured debt.
The revolving credit portion of the fa | three-year term and an
option to extend the term for an additional one-year period. The term loan portion of the facility is
a $150 million five-year unsecured term loan and requires interest-only payments until maturity, at
which time the loan requires a final payment totaling $150 million. The facility bears interest at a
spread, generally over LIBOR, and adjusts over time, based upon our debt rating or leverage. As of
December 31, 2004, the borrowings under the facility bear interest based upon our debt rating equal
to the 30-day LIBOR rate plus 95 basis points.

On April 15, 2004 we closed on a public offering of $125 million 6.75% senior unsecured monthly
income notes at par. The notes were issued under our shelf registration statement filed with the SEC
on June 25, 2003, which we refer to as the 2003 Shelf Registration Statement. Interest on the notes is
payable monthly. The notes have a 15-year term and are redeemable at the Company’s option after
five years at par. On March 18, 2004, which was the date the Company priced the notes, we entered
into an interest rate swap arrangement with a third party to cause the interest rate on $100 million
of the notes effectively to be at a floating rate of the three-month LIBOR plus 162.4 basis points. The
unrealized loss on our fair value hedge was approximately $3.4 million as of December 31, 2004, as
further described in the “Interest Rate Swaps” section herein. The net proceeds to the Company, after
deducting the discounts and commissions to the underwriters and other expenses of the offering,
totaled approximately $121 million. The net proceeds were used to repay a portion of our mortgage
debt outstanding during the second quarter of 2004, as further described above in the “Balance
Sheet Restructuring and Debt Extinguishment Charges” section herein.

Although the principal balance of the $125 million 6.75% senior unsecured monthly income notes was
$125 million as of December 31, 2004, in accordance with GAAP, the carrying value of the debt on our
balance sheet has been reduced by $3.4 million, representing the change in the fair value of the swap
described in footnote (12) and as more fully described in the “Interest Rate Swaps” section herein.

On May 12, 2004, we closed on a public offering of $110 m
were issued under our 2003 Shelf Registration Statement. The notes have a 20-year term and are con-
vertible, at the option of the holder, into the Company’s common shares under certain circumstances,
at an initial conversion price of $35.5679 per share, subject to certain adjustments. The initial price is
equivalent to a conversion rate of 28.1152 shares per $1,000 principal amount of notes and was
equivalent to a premium of 30% at the closing. The conversion rate will be adjusted under certain cir-
cumstances, including common stock splits, common stock issuances as dividends and increases in the
dividend rate. The Company may, at its option, redeem the notes for cash on or after May 15, 2009,
at any time, in whole or, from time to time, in part, at a redemption price equal to 100% of the prin-
cipal amount to be redeemed plus accrued and unpaid interest. The noteholders may require us to
repurchase all or part of the notes on May 15, 2009, May 15, 2014 and May 15, 2019, or upon a
change in control, at a price equal to 100% of the principal amount plus accrued and unpaid interest.
The notes require semi-annual interest payments. The deferred loan fees associated with this debt are
being amortized over a five-year period. The net proceeds to the Company, after deducting the dis-
counts and commission to the underwriters and other expenses of the offering, totaled approximately
$107 million. The net proceeds were used to pay off a portion of our mortgage debt outstanding
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The unrealized loss on our cash flow hedges was $0 and approximately $13.5 mil-
lion as of December 31, 2004 and 2003, respectively. Total comprehensive income
for the years ended December 31, 2004, 2003 and 2002 was approximately $78.8
million, $53.8 million and $29.7 million, respectively.

For a derivative qualifying as a fair value hedge, the change in the net unrealized
gain or loss upon measuring the fair value hedge and the fair value of the debt
instrument being hedged is recorded on our consolidated statements of operations.
There was no impact on net income for the year ended December 31, 2004. The
fair value of the swap is recorded as either an asset or liability, with a correspon-
ding increase or decrease recorded to the carrying value of the debt instrument
being hedged on our consolidated balance sheets.

On March 18, 2004, in conjunction with the pricing of the $125 miltion 6.75%
senior unsecured monthly income notes, we entered into an interest rate swap
arrangement with a third party to cause the interest rate on $100 million of the
fixed rate debt effectively to be at a floating rate of the three-month LIBOR
plus 162.4 basis points. At the time we entered into the swap, we had a firm
commitment to close the debt on April 15, 2004. Therefore, we hedged our
firm commitment and the debt. The swap arrangement has been designated
as a fair value hedge.

The unrealized loss on our fair value hedge was approximately $3.4 million as of
December 31, 2004. The net unrealized gain or loss on our fair value hedge and
the debt being hedged had no impact on our net income for the year ended
December 31, 2004.

Shelf Registration

On June 4, 2004, we filed a shelf registration statement, which we refer to as the
2004 Shelf Registration Statement, with the Securities and Exchange Commission,
commonly referred to as the SEC, relating to the future offering of up to an aggre-
gate of $600 million of common shares, preferred shares, depositary shares, debt
securities and warrants exercisable for common or preferred shares. The 2004 Shelf
Registration Statement includes approximately $64.2 million available under our
shelf registration statement filed with the SEC on March 2, 1999 as well as approxi-
mately $1.5 million available under our 2003 Shelf Registration Statement for the
issuance of securities. We believe the 2004 Shelf Registration Statement will pro-
vide us with more efficient and immediate access to capital markets when consid-
ered appropriate. As of December 31, 2004, $397.8 million was available under the
2004 shelf Registration Statement.

Equity Offerings

Common Shares

On February 9, 2004, we issued 1,825,000 common shares in an underwritten public
offering at an initial price to the public of $35.40 per share under our 2003 Shelf
Registration Statement. Net proceeds to the Company, after deducting the discounts
and commissions to the underwriters and other expenses of this offering, totaled
approximately $61.6 million. We contributed the net proceeds of the offering to
the Partnership in exchange for common units of limited partnership interest in the
Partnership, which we refer to as Common Units, and used the net proceeds to
fund acquisitions, to repay borrowings under our short-term credit facilities and for
general corporate purposes.

On April 2, 2004, we issued 1,000,000 common shares in an underwritten public
offering at an initial price to the public of $35.15 per share under our 2003 Shelf
Registration Statement. Net proceeds to the Company, after deducting the discounts
and commissions to the underwriter and other expenses of this offering, totaled
approximately $35.0 million. We contributed the net proceeds of the offering to
the Partnership in exchange for Common Units and used the net proceeds to repay
$18.0 million of borrowings under our short-term credit facilities and $17.0 million
of debt.

On August 27, 2004, we issued 1,700,000 common shares in an underwritten public
offering, including 100,000 common shares issued pursuant to the exercise of the
underwriter’s over-allotment option, at an initial price to the public of $28.95 per
share. The shares were issued under our 2004 Shelf Registration Statement. Net
proceeds to the Company, after deducting the discounts and commissions to the
underwriter and other expenses of this offering, totaled approximately $48.5 million.
We contributed the net proceeds of the offering to the Partnership in exchange for
Common Units and used the net proceeds to repay approximately $27.9 million of
debt outstanding, to repay borrowings under our short-term credit facilities, to
fund acquisitions and for general corporate purposes.

On December 27, 2004, we issued 4,600,000 common shares in an underwritten
public offering at an initial price to the public of $33.25 per share under our 2004
Shelf Registration Statement. Net proceeds to the Company, after deducting the
discounts and commissions to the underwriters and other expenses of this offering,
totaled approximately $147.1 million. We contributed the net proceeds of the
offering to the Partnership in exchange for Common Units and used the net proceeds
to repay approximately $145.0 million of borrowings under our credit facility, to
fund acquisitions and for general corporate purposes.
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The following table summarizes certain of our material contractual cash obligations
associated with operating, investing and financing activities as of December 31, 2004
(in thousands):

Payments Due by Period

Less than 1-3 3-5 More than
Total 1 Year Years Years 5 Years
Long-term debt principal
amortization $ 474,929 $25,715 ¢ 58,209 $ 63,632 $327,373
Long-term debt maturities 544,436 — — 284,211 260,225
Borrowings under credit
facility @ 30,000 — 30,000 — —
Operating leases 2,426 401 804 852 369
Ground leases® 114,519 7,393 14,913 15,164 77,049
Capital leases — — — — —
Total $1,166,310 $33,509 $103,926 $363,859 $665,016

(1) The credit facility has a three-year term, which matures on August 20, 2007. Borrowings on the facility
can remain outstanding until maturity. We do have the option to extend the facility for an additional
one-year period, which is not reflected in the table above.

(2} We are the tenant under certain ground leases expiring between August 2010 and August 2035, with
substantially all ground leases having options to renew for one or more additional periods ranging from
a total of 10 to 15 years, but in no event extending beyond 2035. In connection with the acquisition of
such leasehold interests we also acquired the interest in the buildings and improvements located on the
land subject to such ground leases. We in turn have subleased our interests in such ground leases and
the related buildings and improvements to our tenants. Certain predecessors in interest to us (which
predecessors are, or are affiliates of, our tenants) remain liable for rent and other obligations under the
ground leases. In addition, our tenants are responsible for making the rental payments under the relat-
ed ground leases directly to the ground landlords.

Additionally, our preferred shares pay quarterly dividends in arrears at a yearly rate
of $1.875 per Series A preferred share and $2.00 per Series B preferred share, total-
ing approximately $12.6 mitlion in preferred share dividends to be paid by us on an
annual basis. The preferred shares are redeemable for cash, at $25.00 per share plus
any accrued and unpaid dividends, at our option on or after December 11, 2008 for
the Series A preferred shares or April 27, 2009 for the Series B preferred shares. The
preferred shares have no stated maturity.

We also currently have contractual commitments for future facility improvements
and construction financings with several tenants on properties we currently own.
Such commitments are subject to typical construction terms and conditions. Improve-
ments include costs incurred by tenants on facilities during which the tenant’s busi-
ness continues to operate without interruption. Construction financings include
advances for the construction of new facilities by tenants for which operations have
not commenced or fundings for major improvements to existing facilities that cause
operations to cease during the construction period. As of December 31, 2004, these
commitments totaled approximately $130 million. The majority of these projects are
expected to be completed during the next 18 months.

Dividend Reinvestment and Share Purchase Plan

During April 2000, we implemented a Dividend Reinvestment and Share Purchase
Plan, which we refer to as the DRIP, which was subsequently replaced on October 1,
2004. Under the DRIP, current shareholders and holders of Common Units, which
we refer to as Unitholders, are permitted to elect to reinvest all, a portion or none
of their cash dividends or distributions to purchase common shares. The DRIP also
allows both new investors and existing shareholders and Unitholders to make
optional cash payments to purchase common shares.

The DRIP permits current shareholders, Unitholders and new investors to invest a
minimum of $100 and up to a maximum of $10,000 in common shares per month. The
DRIP also allows us to raise additional capital by waiving the limitations on the
$10,000 maximum per month, as more fully described in the Prospectus relating
to the DRIP. Shares purchased under the DRIP through reinvestment of dividends
are purchased at a discount (currently 3%) to the market price. Shares purchased
under the DRIP through optional cash payments of $10,000 or less are purchased
at market price.

Common shares may be purchased directly from us or in open market or privately
negotiated transactions, as we determine from time to time, to fulfill the require-
ments for the DRIP. We issued approximately 448,000, 171,000 and 23,000 common
shares under the DRIP, totaling approximately $13.5 million, $4.4 million and
$526,000, for the years ended December 31, 2004, 2003 and 2002, respectively.
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Quantitative and Qualitative Disclosures about Market Risk

We are exposed to certain financial market risks, the most predominant being fluctu-
ations in interest rates. Interest rate fluctuations are monitored by our management
as an integral part of our overall risk management program, which recognizes the
unpredictability of financial markets and seeks to reduce the potentially adverse
effect on our results of operations. In general, our strategy of match-funding our
long-term debt to our long-term leases reduces our exposure to interest rate fluc-
tuations by substantially locking in our investment spreads during the initial term
of the leases. As part of this strategy, we have used and may continue to use inter-
est rate swap arrangements to manage or hedge our interest rate risk. We do not
enter into interest rate swap arrangements for trading purposes.

During the year ended December 31, 2004, our fixed rate debt decreased from

$804.6 million as of December 31, 2003 to $687.9 million as of December 31, 2004.
Interest rate fluctuations may affect the fair value of our fixed rate debt instru-
ments. If interest rates on our fixed rate debt instruments at December 31, 2004 had
been one percentage point higher or lower, the fair value of those debt instruments

on that date would have decreased or increased, respectively, by approximately

$42.5 million.

As of December 31, 2004, approximately $436 million, or 20% of our total real
estate portfolio, was leased to tenants utilizing our variable rate lease program as
further described under the “Liquidity and Capital Resources” section herein, as
compared to $425 million as of December 31, 2003. As of December 31, 2004, our
total variable rate debt outstanding was $361.5 million, as compared to $340.9 mil-
lion as of December 31, 2003.

If interest rates on our variable rate debt instruments outstanding at December 31,
2004 had been 1% higher or lower, our annual interest expense relating to those

debt instruments would have increased or decreased, respectively, by approximately
$3.6 million, based on balances at December 31, 2004. This impact on net income

as a result of an increase or decrease in interest rates by 1% is partially reduced by
the structure of our variable rate leases as noted above. Because of the minimum

lease rates built into the majority of our leases, if the underlying index on our vari-
able rate lease agreements outstanding at December 31, 2004 had been 1% higher
or lower, our annual rental revenue relating to those lease agreements would have
increased by approximately $2.0 million or decreased by approximately $777,000
respectively. Assuming the underlying index increased to a level where none of our
minimum lease rates were triggered, a 1% increase or decrease in the underlying
index would increase or decrease our rental revenue by approximately $3.7 million
to $4.7 million because of certain investment spread variations at various LIBOR levels.

Market Information and Distributions

Our common shares have traded on the Nasdaq National Market under the symbol
“CARS” since February 13, 1998 (the date of our initial public offering). Listed below
are the high and low sales prices of our common shares as reported on the Nasdag
National Market and the distributions declared for each of the periods indicated.

. Distributions
Price per Share

Declared
High Low per Share

2004
Fourth quarter $35.53 $30.67 $0.4305
Third quarter 32.00 27.76 0.4265
Second quarter 35.70 25.12 0.4230
First quarter 36.22 31.63 0.4200

2003
Fourth quarter $33.00 $30.16 $0.4165
Third quarter 30.87 27.43 0.4140
Second quarter 28.96 2495 0.4110
First quarter 25.35 22.50 0.4085

2002
Fourth quarter $25.35 $22.37 $0.4065
Third quarter 25.71 17.60 0.4020
Second quarter 25.00 21.69 0.3980
First quarter 23.45 19.35 0.3935

On February 28, 2005, the last reported sale price on the Nasdaq National Market
was $33.30 per share and there were 515 holders of record of our common shares.
We believe the total number of our beneficial shareholders to be approximately
28,000 because certain common shares are held of record by depositories, brokers
and other nominees.

in addition, our preferred shares are traded on the Nasdaq National Market. On
February 28, 2005, the last reported sale price on the Nasdaqg National Market for
our Series A preferred shares was $25.37 per share. As of March 1, 2005, the total
number of beneficial shareholders of our Series A preferred shares was 3,449. On
February 28, 2005, the last reported sale price on the Nasdaq National Market for
our Series B preferred shares was $26.25 per share. As of March 1, 2005, the total
number of beneficial shareholders of our Series B preferred shares was 2,488.
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Capital Automotive REIT is responsible for establishing and maintaining adequate internal control over financial reporting for the Company.
Management used the criteria issued by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control—Integrated Framework to assess the
effectiveness of the Company’s internal control over financial reporting. Based upon the assessments, the Company’'s management has concluded that as of December 31,
2004 our internal control over financial reporting was effective. The Company's independent auditors have issued an attestation report on management’s assessment of our

internal control over financial reporting. This report appears below.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL CONTROL OVER FINANCIAL REPORTING

To the Board of Trustees and Shareholders of Capital Automotive REIT

We have audited management’s assessment, included in the accompanying
Management's Report on internal Control Over Financial Reporting, that Capital
Automotive REIT (the “Company”) maintained effective internal control over
financial reporting as of December 31, 2004, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). The Company’s
management is responsible for maintaining effective internal control over finan-
cial reporting and for its assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express an opinion on management’s
assessment and an opinion on the effectiveness of the Company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial report-
ing, evaluating management’s assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing such other procedures as
we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to pro-
vide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with gen-
erally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements

in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authoriza-
tions of management and trustees of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may
not prevent or detect misstatements. Also, projections of any evaluation of effec-
tiveness to future periods are subject to the risk that controls may become inade-
qguate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

In our opinion, management’s assessment that Capital Automotive REIT maintained
effective internal control over financial reporting as of December 31, 2004, is fairly
stated, in all material respects, based on the COSO criteria. Also, in our opinion,
Capital Automotive REIT maintained, in all material respects, effective internal con-
trol over financial reporting as of December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company
Accounting Oversight Board (United States), the consolidated balance sheets of Capital
Automotive REIT as of December 31, 2004 and 2003, and the related consolidated
statements of operations, shareholders' equity and other comprehensive income,
and cash flows for each of the three years in the period ended December 31, 2004
of Capital Automotive REIT and our report dated February 15, 2005, expressed an
unqualified opinion thereon.

g ¥ Ew%

McLean, Virginia
February 15, 2005
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CONSOLIDATED BALANCE SHEETS

As of December 31,

(In Thousands, Except Share and per Share Data) 2004 2003
ASSETS
Real estate:
Land $ 866,480 $ 732,693
Buildings and improvements 1,330,843 1,142,117
Accumulated depreciation (143,886) (116,247)
2,053,437 1,758,563
Cash and cash equivalents 8,332 13,352
Other assets, net 96,388 89,670
Total Assets $2,158,157 $1,861,585

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities:
Mortgage debt $ 634,365 $1,066,084
Unsecured debt 381,592 4,425
Borrowings under credit facilities 30,000 75,009
Accounts payable and accrued expenses 23,731 26,773
Security deposits payable 9,665 7,568
Total Liabilities 1,079,353 1,179,859
Minority Interest 144,877 112,452

Shareholders’ Equity:
Preferred shares, par value $.01 per share; 20 million shares authorized,
3,950,000 Series A Cumulative Redeemable Preferred Shares issued and outstanding

as of December 31, 2004 and December 31, 2003 40 40
2,600,000 Series B Cumulative Redeemable Preferred Shares issued and outstanding as of December 31, 2004 and .
no shares issued or outstanding as of December 31, 2003 26 —
Common shares, par value $.01 per share; 100 million shares authorized, 43,406,280 shares issued and outstanding
as of December 31, 2004 and 33,032,901 shares issued and outstanding as of December 31, 2003 434 330
Additional paid-in capital 957,938 600,278
Deferred compensation (3,816) (2,098)
Accumulated other comprehensive loss —_— (13,541)
Distributions in excess of accumulated earnings (20,695) (15,735)
Total Shareholders’ Equity 933,927 569,274
Total Liabilities and Shareholders’ Equity $2,158,157 $1,861,585

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY AND OTHER COMPREHENSIVE INCOME

Accumulated

Preferred Common Distributions Other Other
Shares Shares  Additional in Excess of Deferred Compre- Compre-
Preferred Shares Common Par Value Par Paid-in Accumulated Compen- hensive hensive
(In Thousands, Except Share Data) Series A Series B Shares Series A Series B Value Capital Earnings sation  Income (Loss) Total Income
Balance at December 31, 2001 — — 26,653,427 — — $267 $380,429 $(15,415)  $(1,509) $ 2,249 $366,021
Reallocation of 3501& interest
ownership in Partnership — — — — — — 9,319 - — —_ 9,319 —
tssuance of common shares from
dividend reinvestment and
share purchase plan, net of
costs — — 22,717 — — — 519 — — — 519 —
Issuance of restricted shares, net
of forfeitures — — 53,045 e — — 1,070 — (1,070) — — —
Amortization of deferred
compensation — — — — — — — — 1,029 — 1,029 —
Exercise of common stock
options and warrants — — 1,283,075 — — 13 17,903 — — — 17,916 —
Redemption of units of limited
partnership interest in the
Partnership to common shares — — 309,132 — — 3 4,606 — — — 4,609 —
Purchase of outstanding warrants
to purchase common shares — — — — — — (293) — — — {293) —
Accrued compensation — — — — — — 135 — — — 135 —
Change in valuation of interest
rate swap — — — — — — — — — (18,523) (18,523) (18,523)
Change in valuation of interest
rate swap attributable to
minority interest — — — — — — — — — — — 4,379
Common share dividends — — — — — — — (43,938) — — (43,938) —
Net income — — — — — — — 43,829 — — 43,829 43,829
Balance at December 31, 2002 — — 28,321,396 $— $—  $283  $413,688  $(15524) $(1,550) $(16,274) $380,623  $29,685
Reallocation of BEOER interest
ownership in Partnership — — — — — — (6,299) — — — (6,299) —
Net proceeds from issuance of
Series A Cumulative
Redeemable Preferred Shares 3,950,000 — — 40 —_— — 95,397 — — — 95,437 —
Net proceeds from follow-on .
offering — — 2,702,500 — — 27 66,401 — — — 66,428 -
Issuance of common shares from
dividend reinvestment and share
purchase plan, net of costs — — 171,113 — — 2 4,419 — — — 4,421 —
Issuance of restricted shares, net
of forfeitures : — — 58,301 — — 1 1,418 — (1,419) — — —
Amortization of deferred
compensation — —_— — e — — — — 871 — 871 —
Issuance of phantom shares, net
of forfeitures — e 12,460 — — — 103 — — — 103 —
Exercise of common stock
options and warrants — — 1,057,574 — — 10 14,909 — — — 14,919 —

Redemption of units of limited
partnership interest in the
Partnership to common shares — — 709,557 — — 7 10,081 — — — 10,088 —




‘SIUBWSLELS |eIDUBULY PalePI|osuo) O} saloN BulAuedwone aag

76L'8L$  LT6'EE6S

— $

(9L8°5)$

(569°02)%

8€6°L56%

082’907’

000°009°Z  000°0S6°E

002 ‘LE Jaquadaq 1e aduejeg

5.9°'L9 S29°'L9
— (r0£°'19)
— (L€6'01)
(rev'e) —
LSl LbSEL
— LS1L
— 8991
— LLL'g
— 0L

- cee’l
- 9SP'EL

- 9/1°26T

- 890°¢9

— (£81)

— (€2£'€2)

LrS'El

zee’L

(050°¢)

S/9°'/9
(r0L°L9)
(Lgs'0L)

1Sl
£99'1

s0L'8

0L

6v0'€E

LSY'EL

S80C6T

Zr0°€9

(£81)

(€£L'€T)

L6

9¢ —

6LELZL

Zv8'LLS

0z0°LL

€€L'v8

590°8vY

000'sZ1'6

000009 —

3woduj 19N

SPUIPIAIP 3ieyS UOWWOD

SPUBPIALD 3JeyS PatIasald
1sa491u1 Ayoutw
01 9jqeinguiie dems aye.

159J31U1 JO uonenjea ul abuey>
dems ajel

1$3131U1 Jo uoizenien ui abuey)

uolesusdwod pandy
sa4eys UoWWod 03 diysiaulied
3yl ul 1sa491ul diysiauiled

paliwi) 4O spun Jo uondwapay
suondo

32015 UOWWIOD JO 3S1D1aX]
$9IN1I34I04 JO

18U ‘saieys wolueyd Jo sduenss;
uonesuadwod

paJi3jap JO uonezijowy
$2UN3134104 4O

18U ‘saueys paldLIsal JO dUBNSS|
51503
Jo 1au ‘ueld aseydund aseys
pue 1UBWISAAUIRI PUSPIAID

WO} S91eYS UOWIWO) JO 3dUenss|
© sbuuayo

UO-MO||0) woly spaadold 19N
S94eyS paLIajaid d|gewaapay
anne|NWN) g sal4ag

JO ®duenss| wouy) spasdold 13N
$1502 IIUENSS| SBIBYS PaLid did

d|gewaapay aAne|INWND Y $31135
diysiauped ul diysisumo

159493U1 AJlIOUIW JO UOIled0)|edY

€6L'€S$  v/7'695%

(Lrs'el)s

(860°2)%

(S€2'sL)$

8£2°009%

LO6ZE0’EE

000°056°€

€002 ‘L€ 13quada e aduejeg

9£9°LG 9£9°LS
— (9gp’1L9)
— (LLY)
(9£9) —

£€L°C €eL'T

- L9l

€eL'e

9£9°LS
(9e°LS)
(LLY)

L9l

2WOodUl 13N
SPUIPIAIP DJBYS UOWWOD
SPUBPIAIP 3Jeys paJ1asald
1sa433u1 Ayuoutw
0} 3|geinquile dems aied
1sai21ut JO uoten|ea ul abueyd
dems ael
1s3491Ul JO uonen|ea ul abueyd
uonesusdwod panidy

awiodu| |e101
anisuay
-audwod

13410

(ss07) awodu|
AnIsuay
-21dwon

BY10
pale|nwiniy

uones

-uadwo)  paje|nwinday

paiiasag

sbuiuiey

40 $590X3 W
suoNNGLISIA

levded
ul-prey
leuoinppy

anjep  gssLAg 7 SIS

1eg
saieys
uowiwod

anjep J1ed
saieys
W CYIETEYH|

saleys
uowwo)

g so14a§ v 591495

s2.1eyS Patiagald

(eie@ aseys 1dadx3 ‘spuesnoyy up)

(@.ANOD) IWODNI FAISNIHIYLINOD ¥YIHLO ANV ALINDI .SYITTOHIYYHS NI SIONVHD JO SINIWILVLS A31vYdiioOSNOd



CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

(In Thousands) 2004 2003 2002
Cash Flows from Operating Activities:
Net income $ 67,675 $ 51,636 $ 43,829
Adjustments to reconcile net income to net cash provided by operating activities:
Gain on disposition of real estate net of minority interest (4,675) (58) (222)
Stock compensation expense 1,483 1,032 1,164
Depreciation and amortization 39,939 33,674 28,027
Write-off of deferred loan fees related to debt extinguishment 3,283 — —
Minority interest expense including amounts attributable to discontinued operations 11,359 13,696 13,476
Changes in assets and liabilities:
Increase in other assets (5.410) \ (4,133) (7,702)
Increase in accounts payable and accrued expenses 4,799 267 4,100
Increase (decrease) in security deposits payable 2,097 620 (21)
Net cash provided by operating activities 120,550 96,734 82,651
Cash Flows from Investing Activities:
Purchase of furniture and equipment, net of disposals (192) (49) (90)
Real estate investments (375,615) (333,471) (334,655)
Real estate dispositions 49,769 1,928 7,524
Net cash used in investing activities (326,038) (331,592) (327,221)
Cash Flows from Financing Activities:
Proceeds from borrowings under credit facilities 431,000 201,000 297,514
Proceeds from debt issuance 422,175 299,460 286,252
Repayment of borrowings under credit facilities © (476,009) (237,087) _ (249,926)
Repayment of debt (443,589) (91,638) —
Debt principal payments (29,729) (36,046) (25,175)
Payments for debt issuance costs (10,201) (7,019) (7,548)
Decrease (increase) in restricted cash 15,167 (4,056) (13,331)
Payment of common share dividends (50,431) (47,255) (43,755)
Payment of preferred share dividends (9,241) — —
Distributions to minority partners (13,272) (13,516) (13,303)
Net proceeds from issuance of Series A Cumulative Redeemable Preferred Shares (187) 95,437 —
Net proceeds from issuance of Series B Cumulative Redeemable Preferred Shares 63,068 — —
Net proceeds from issuances of common shares 302,417 81,488 18,275
Payment for the purchase of outstanding warrants to purchase common shares — — (6,328)
Redemption of units of limited partnership interest in the Partnership — — (153)
Net cash provided by financing activities 200,468 240,768 242,522
Net (Decrease) Increase in Cash and Cash Equivalents (5,020) 5,910 (2,048)
Cash and Cash Equivalents at Beginning of Period 13,352 7,442 9,490
Cash and Cash Equivalents at End of Period $ 8.332 $ 13,352 $ 7,442
Supplemental Data:
Real estate acquisitions in exchange for operating partnership units $ 11,244 $ — $ 19,000
Real estate acquisitions in exchange for like-kind property $ 14,968 $ — $ —
Interest paid during the period $ 61,958 $ 64,529 $ 46,606
Dividends and distributions reinvested to purchase common shares $ 11,306 $ 4,201 $ 184
Change in valuation of fair value swap $ (3.408) $ — $ —

See accompanying Notes to Consolidated Financial Statements.
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Depreciation is computed on our buildings and improvements or leasehold interest
assets using the straight-line method over the lesser of the estimated useful life or
ground lease term, generally 20 to 45 years. Real estate depreciation expense, includ-
ing depreciation expense related to discontinued operations, was approximately
$36.4 million, $30.9 million and $26.2 million for the years ended December 31, 2004,
2003 and 2002, respectively.

We periodically assess our real estate assets for permanent impairment when cer-
tain events or changes in circumstances indicate that the carrying amount of the
real estate may not be recoverable. Management considers current market condi-
tions and tenant credit analysis in determining whether the recoverability of the
carrying amount of an asset should be assessed. When an assessment is warranted,
management determines if it is probable that the sum of the expected undis-
counted future cash flows is less than the carrying amount of the property being
assessed. If the undiscounted future cash flows are less than the carrying amount,
then an impairment loss would be recognized equal to the amount of the
difference between the fair value of the property and its carrying amount.

The Company has not recognized an impairment toss in 2004, 2003 or 2002

on any of its real estate.

Furniture, Fixtures and Equipment

Furniture, fixtures and equipment are recorded at cost. Depreciation is calculated
on a straight-line basis over the estimated useful lives of the assets, ranging from
three to five years. Total depreciation expense related to our furniture, fixtures and
equipment was approximately $73,000, $75,000 and $76,000 for the years ended
December 31, 2004, 2003 and 2002, respectively.

Tenant and Property improvements

From time to time, we make tenant and property improvements on our existing
properties. Improvements include costs incurred on facilities during which the tenant’s
business continues to operate. Tenant and property improvements are recorded as
buildings and improvements on our consolidated balance sheets and the rents
charged to the tenant on these improvements during the project are recorded as
rental revenue. Once the project is completed, the remaining useful life of the
buildings and improvements is determined and depreciation expense is adjusted
accordingly on a prospective basis.

Constiruction Financing

We may provide construction financing to our tenants in circumstances which we
own or have a ground lease on the underlying land, which in both cases is leased
to the tenant. Construction financing includes fundings for the construction of new
facilities for which operations have not commenced or fundings for major improve-
ments to existing facilities that cause operations to cease during the construction
period. Fundings are recorded as construction advances during the period of con-
struction and the amounts charged to our tenant during that time are recorded
as interest income. After completion of the project, the construction advances are
paid down simultaneously with our purchase of the buildings and improvements.
We are not obligated to purchase the property if certain conditions are not met.
The buildings and improvements are acquired at fair market value and recorded
as real estate on our consolidated financial statements. Construction advances are
included in other assets and totaled approximately $12.1 million and $5.0 million
as of December 31,2004 and 2003, respectively.

Cash and Cash Equivalents
Cash and cash equivalents consist of highly liquid instruments purchased with origi-
nal maturities of three months or less.

Restricted Cash

Restricted cash consists primarily of cash reserved to fund debt service payments
and funds held in cash collateral accounts. In addition, as of December 31, 2003,
restricted cash also consisted of funds held in an escrow account related to the sub-
stitution of properties within an existing debt agreement. The purpose of the cash
collateral accounts is to hold funds, generally in the amount of the interest rate
swap valuations at any point in time, to protect lenders in case of an early termina-
tion of the existing swaps by us. The cash collateral accounts are controlled by the
lenders; however, we earn interest on the funds invested. The purpose of the
escrow accounts related to substitutions is to provide temporary collateral in con-
junction with property substitutions when the release of a mortgaged property
occurs prior to the lender’s acceptance of a replacement property. The amount rep-
resents an agreed upon amount of cash held in escrow until such property substi-
tution is completed, at which time the cash is returned to us. Restricted cash is
included in other assets and totaled approximately $5.0 million and $20.2 million
as of December 31, 2004 and 2003, respectively.
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Our leases typically provide for upward periodic adjustments in base rent due from
our tenants, usually based on a factor of the change in the consumer price index,
commonly referred to as CPl. In addition, certain of our leases are subject to fixed
minimum and/or maximum rent escalators during the initial lease term and exten-
sion periods. Our leases typically reset to market during certain renewal periods.
The fixed minimum rent escalations are straight-lined into rental income over the
initial lease term. Any rent adjustments above the fixed minimum escalations are
recorded as revenue in the period they are due from the tenants. Straight-lined
rents are included in other assets and totaled approximately $20.2 million and
$16.7 million as of December 31, 2004 and 2003, respectively. Straight-lined rental
revenue was approximately $4.2 million, $4.9 million and $5.1 million for the years
ended December 31, 2004, 2003 and 2002, respectively.

Derivative Instruments

During the normal course of business, we are exposed to certain financial market
risks, the most predominant being fluctuations in interest rates. In general, our
strategy of substantially match-funding our long-term debt to our leases reduces
our exposure to interest rate fluctuations by locking in our investment spreads
during the initial term of the leases. As part of this strategy, we have used and
may continue to use interest rate swap arrangements to manage or hedge our
interest rate risk. We do not enter into interest rate swap arrangements for trading
purposes. We will either hedge our variable rate debt to convert it to a fixed inter-
est rate, designating such hedge as a cash flow hedge, or hedge our fixed rate
debt to convert it to a variable interest rate, designating such hedge as a fair
value hedge.

The derivative instruments, including cash flow and fair value hedges that we have
entered into, have been designated as highly effective at the inception of the swap
arrangements. We continue to evaluate the highly effective nature of those hedges
and believe our hedges continue to be highly effective.

For a derivative qualifying as a cash flow hedge, the change in the unrealized gain
or loss is recorded as a component of accumulated other comprehensive income (loss)
within shareholders’ equity on our consolidated balance sheets. The fair value of the
swap is recorded as either an asset or liability on our consolidated balance sheets.

For a derivative qualifying as a fair value hedge, the change in the net unrealized
gain or loss upon measuring the fair value hedge and the fair value of the debt
instrument being hedged is recorded on our consolidated statements of operations.
Generally, these amounts offset each other. The fair value of the swap is recorded
as either an asset or liability, with a corresponding increase or decrease recorded
to the carrying value of the debt instrument being hedged on our consolidated
balance sheets.

Upon the early termination of swap arrangements or when we believe it is probable
we are not subject to interest rate risk, we recognize the realized gain or loss in our
results of operations in the period of the swap breakage. The debt extinguishment
charges attributable to swap terminations totaled approximately $10.8 million for
the year ended December 31, 2004. We did not have any such expenses during the
years ended December 31, 2003 and 2002.

Share-Based Compensation

The Capital Automotive Group Second Amended and Restated 1998 Equity Incentive
Plan, which we refer to as the Plan, provides equity compensation to our employees,
officers, non-employee trustees and certain other service providers. At December 31,
2004, we accounted for our Plan under the recognition and measurement principles
of APB Opinion No. 25, “Accounting for Stock Issued to Employees,” and related
Interpretations. All options granted under this plan had exercise prices equal to
or greater than the market value of the underlying common stock on the date of
grant. Therefore, no compensation expense is reflected in net income for stock
option-based awards.

In December 2004, the Financial Accounting Standards Board, commonly referred
to as the FASB, issued a revision to SFAS No. 123, "Accounting for Stock-Based
Compensation.” SFAS No. 123(R), “Share-Based Payment,” supersedes APB Opinion
No. 25 and its related Interpretations and is effective for the first interim or annual
period that begins after June 15, 2005 for public companies {other than those filing
as small business issuers). SFAS No. 123(R) requires the fair-value-based recognition
method to be applied to all awards granted after the required effective date and
to awards modified, repurchased, or cancelled after that date. In addition, the
cumulative effect of initially applying this Statement, if any, must be recognized as
of the effective date. The adoption of SFAS No. 123(R) is not expected to have a
significant impact on our financial condition or results of operations.
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3. New Accounting Pronouncements

In January 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003)
(FIN 46(R)), “Consolidation of Variable Interest Entities.” FIN 46(R) clarifies the
application of Accounting Research Bulletin 51, Consolidated Financial Statements,
for certain entities that do not have sufficient equity at risk for the entity to
finance its activities without additional subordinated financial support from other
parties or in which equity investors do not have the characteristics of a controlling
financial interest (“variable interest entities”). Variable interest entities within the
scope of FIN 46(R) will be required to be consolidated by their primary beneficiary.
The primary beneficiary of a variable interest entity is determined to be the party
that absorbs a majority of the entity’s expected losses, receives a majority of its
expected returns, or both. The adoption of FIN 46(R) did not have a significant
impact on our financial position or results of operations.

4. Real Estate Ihvestments

During the year ended December 31, 2004, we completed approximately $407.5 mil-
lion in real estate investments. The 2004 real estate investments were substantially
funded with the following: (i) the issuance of $11.2 million in operating partnership
units at an average price of $29.09 per unit; (ii) borrowings on our credit facilities,
the majority of which were subsequently repaid with the net proceeds from other
financing sources; and (iii} cash on hand, which was obtained through operating
and financing activities.

The property acquisitions during 2004 included 40 auto retail locations, containing
72 franchises, and added approximately 1.9 million square feet of buildings and
improvements on approximately 352 acres of land and are located in 23 states. The
properties have initial lease terms generally ranging from 15 to 20 years, with a
weighted average initial lease term of 16.9 years. The leases have multiple renewal
options, which generally are subject to the same terms and conditions and which
are exercisable at the option of the tenants..

Of our total real estate investments as of December 31, 2004, approximately

$43.4 million represents mortgage notes and construction advances, which is

included in other assets on our consolidated balance sheets. These notes require

monthly interest payments, which are included in interest and other income on
our consolidated statements of operations.

5. Discontinued Operations

Beginning in 2002, SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets,” requires that gains and losses from dispositions of properties
and all operating earnings from these properties be reported as "discontinued
operations.” This also requires that all past earnings applicable to a property dis-
posed of subsequent to January 1, 2002 be reported as "discontinued operations.”
As a result, previously reported “income from continuing operations” will be
updated each time a property is sold. This requirement is for presentation only
and has no impact on net income.

During the year ended December 31, 2004, we sold 20 auto retail locations for
approximately $71.1 million in sales proceeds to nine dealer groups, resulting in a
combined gain of approximately $5.7 million before minority interest. In exchange
for early termination of the leases, we also received approximately $2.5 million in
lease termination fees, which were recorded during the year. The earnings gener-
ated from these real estate dispositions, including the combined gain recognized
and lease termination fees, have been reported as discontinued operations.

The following table sets forth the components of discontinued operations related
to the 24 auto retail locations sold subsequent to January 1, 2002 (in thousands):
For the Years Ended December 31,

2004 2003 2002
Revenue:
Rental $ 2,452 $7,689 $8,081
Other 2,538 197 —
Total revenue 4,990 7,886 8,081
Expenses:
Depreciation 469 1,599 1,947
Interest 483 2,181 2,423
Total expenses 952 3,780 4,370
income from discontinued operations
before gain on sale of real estate
and minority interest 4,038 4,106 3,71
Gain on sale of real estate 5,697 75 291
income related to discontinued
operations before minority interest 9,735 4,181 4,002
Minority interest related to
discontinued operations (1,757) (886) (947)
Total discontinued operations, net of
minority interest $ 7,978 $3,295 $3,055
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Future minimum rental payments as of December 31, 2004 (using LIBOR rates in
effect as of that date) to be received from our tenants are as follows (in thousands):
For the Year Ended December 31,

2005 $ 217,396
2006 218,820
2007 219,132
2008 205,470
2009 196,800
Thereafter 1,593,709
Total $2,651,327

We are the tenant under certain ground leases expiring between August 2010 and
August 2035, with substantially all ground leases having options to renew for one
or more additional periods ranging from a total of 10 to 15 years, but in no event
extending beyond 2035. In connection with the acquisition of such leasehold interests
we also acquired the interest in the buildings and improvements located on the
land subject to such ground leases. We in turn have subleased our interests in such
ground leases and the related buildings and improvements to our tenants. Certain
predecessors in interest to us (which predecessors are, or are affiliates of, our ten-
ants) remain liable for rent and other obligations under the ground leases. In addi-
tion, our tenants are responsible for making the rental payments under the related
ground leases directly to the ground landlords.

Future minimum lease payments under our ground leases as of December 31, 2004
are as follows (in thousands):
For the Year Ended December 31,

2005 $ 7,393
2006 7,421
2007 7,492
2008 7,567
2009 7,597
Thereafter 77,049
Total $114,519

In conjunction with a ground landlord’s consent to the assignment of one ground
lease to a subsidiary of ours, the Company provided a guarantee of such ground
lease. As of December 31, 2004, there were 11 years and two months remaining
prior to the date this 25-year ground lease agreement can be terminated at our option.
Total rental payments during the remaining ground lease term total approximately
$25.7 million as of December 31, 2004. In accordance with FASB Interpretation
No. 45, “Guarantor's Accounting and Disclosure Requirements for Guarantees,

Including Indirect Guarantees of Indebtedness of Others,” we assessed the fair
value of the obligation undertaken in issuing the guarantee, which was determined
to be deminimous as of December 31, 2004.

In October 2002, we relocated our office and subleased our former space to a
third party. In accordance with GAAP, the remaining costs related to a pre-existing
lease should be charged to expense when the leased property has no substantive
future use or benefit to the lessee, net of any rent received from subleasing

to a third party. The write-off totaled $195,000 and was charged to general

and administrative expenses and recorded as a liability in the fourth quarter

of 2002. The six-year lease agreement for our former office space expired in
February 2004.

Also in October 2002, we assumed the lease of a third party for our new office space.
In conjunction with our assumption of this lease, the former tenant agreed to subsidize
our lease payments over the remaining lease term by reimbursing us $798,000. Of
the $798,000 reimbursement, $400,000 was paid to us when the lease agreement
was executed, and the remaining $398,000 was provided in the form of two letters
of credit which were to be converted to cash at future dates during the lease term.
In accordance with GAAP, the total reimbursement from the former tenant will be
recorded as an offset to rent expense over the remaining lease term. During 2003,
one of the letters of credit totaling $199,000 was converted to cash as per our
agreement. During 2004, the remaining letter of credit totaling $199,000 was con-
verted to cash. As of December 31, 2004, there were five years and 10 months
remaining on the 10-year lease agreement for our current office space. The office
lease is accounted for as an operating lease. As of December 31, 2004, we had
provided a security deposit on the office lease totaling approximately $186,000.
Pursuant to our lease agreement, the deposit may be reduced by 20% on an annual
basis at our option.

Future minimum lease payments for our office lease (excluding the effect of the
reimbursement from the former tenant described above) as of December 31, 2004
are as follows (in thousands):
For the Year Ended December 31,

2005 $ 401
2006 396
2007 408
2008 420
2009 432
Thereafter 369
Total $2,426
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As a result of the debt repayment and swap terminations, we incurred debt extinguishment charges during the fourth quarter of 2004 totaling approximately $6.9 million,
or $0.15 per share to net income available to common shareholders. The debt extinguishment charges consisted of the swap breakage fees totaling approximately $6.8 mil-
lion and the write-off of deferred loan fees totaling approximately $89,000 related to the repayment of debt.

As a result of our balance sheet restructuring during 2004, we incurred debt extinguishment charges for the year ended December 31, 2004 totaling approximately
$16.4 million, or $0.36 per share to net income available to common shareholders.

During the first quarter of 2005, we terminated our $100 million secured credit facility and $100 million secured construction facility. The facilities had not been utilized
since we closed on our unsecured credit facility in August 2004 and were expected to remain unused until their expirations during 2005.

Debt Outstanding
The following is a summary of our total debt outstanding as of December 31, 2004 and December 31, 2003 (dollars in thousands):

Principal Principal Effective
Original Balance as of Balance as of Interest Term/Amortization

Description of Debt Debt Issued December 31, 2004 December 31, 2003 Rate* Schedule
7.59% fixed rate debt due 12/1/08® 38,050 $ 31,513 $ 33,046 10 yr/17 yr
Variable rate debt due 8/10/13@ 82,600 72,963 75,717 12 yr/30 yr
5.84% fixed rate debt due 2/1/14® 11,900 11,728 — 10 yr/25 yr
Triple Net Lease Mortgage Notes, Series 2002 © 325,000 292,557 306,251 @
Triple Net Lease Mortgage Notes, Series 2003-1® 228,000 217,102 223,469 G
Variable rate debt due 10/31/14® 8,720 8,502 : — 10.5 yr/30 yr
Various fixed rate debt? 180,954 — 166,165 o
Various variable rate debt® 296,665 — 261,436 ®

Total Mortgage Debt® $ 634,365 $1,066,084 6.60%
Variable rate debt due 10/2/08 " 4,500 — 4,425 10
Variable rate debt due 8/20/09 "™ 150,000 150,000 — m
6.75% Monthly Income Notes due 4/15/19¢2 125,000 125,000 — 02
6% Convertible Notes due 5/15/24 % 110,000 110,000 — a9

Total Unsecured Debt $ 385,000 $ 4,425 4.95%
$100 million revolving secured facility — 49,326 as)
$100 million revolving secured construction facility — 25,683 . as
$250 million revolving unsecured facility " 30,000 — an

Total Credit Facilities $ 30,000 $ 75,009 4.39%
Total Debt Outstanding $1,049,365" $1,145,518 6.20%

* For the year ended December 31, 2004. Includes deferred loan fees amortized over the life of the loans.
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Our unsecured debt generally contains various restrictive covenants. The covenants
in our unsecured debt include, among others, provisions restricting our ability to:

e incur or guarantee additional debt;

o make certain distributions, investments and other restricted payments, including
distribution payments on our outstanding common and preferred shares;

o limit the ability of restricted subsidiaries to make payments to us;

o enter into transactions with certain affiliates;

o create certain liens; and

o consolidate, merge or sell our assets.

Our secured debt generally contains customary covenants, including, among others,
provisions:

o relating to the maintenance of the property securing the debt;

o restricting our ability to sell, assign or further encumber the properties securing
the debt;

o restricting our ability to incur additional debt;
o restricting our ability to amend or modify existing leases; and
o relating to certain prepayment restrictions.

Our ability to meet some of the covenants in our debt, including covenants related
to the condition of the property or payment of real estate taxes, may be depend-
ent on the performance by our tenants under their leases.

In addition, certain financial covenants in our debt, including our $250 million unse-
cured revolving credit facility, require us and our subsidiaries, among other things, to:

o

limit the amount of debt to a certain percentage of total assets;

limit the amount of secured debt to a certain percentage of total assets;

e

maintain certain minimum interest and debt service coverage ratios; and

e maintain a certain level of unencumbered assets.

As of December 31, 2004, we were in compliance with all of the debt covenants
related to our debt outstanding.

Aggregate annual repayments of our debt outstanding {excluding borrowings on
our credit facility) as of December 31, 2004 are as follows (in thousands):

For the Year Principal

Ended December 31, Amortization Maturities Total
2005 $ 25,715 $ — $ 25715
2006 28,186 — 28,186
2007 30,023 — 30,023
2008 31,779 24,211 55,990
2009 31,853 260,000 291,853
Thereafter 327,373 260,225 587,598
Total $474,929 $544,436 $1,019,365

Interest Rate Swaps

We have entered into interest rate swap arrangements with third parties to man-
age or hedge our risk related to the effect of interest rate fluctuations on our
investment spreads. We do not use derivative instruments for speculative purposes.
We will either hedge our variable rate debt to convert it to a fixed interest rate,
designating such hedge as a cash flow hedge, or hedge our fixed rate debt to con-
vert it to a variable interest rate, designating such hedge as a fair value hedge. The
cash flow and fair value hedges were designed to mirror the underlying debt in
terms of index, spread, reset, amortization, compounding and maturity. Due to the
identical nature of the terms of the swap arrangements and the underlying terms
of the debt, the swaps were designated as highly effective at the inception of the
swap arrangements. We continue to evaluate the highly effective nature of those
hedges outstanding and believe our hedges continue to be highly effective. For all
swap arrangements, we are required to post collateral, generally in the amount of
the swap valuations at any point in time, to protect the lenders in case of an early
termination by us.

The collateral posted by us related to our hedges, totaling approximately $3.3 million
and $12.8 million as of December 31, 2004 and 2003, respectively, is included in other
assets on our consolidated balance sheets.

For a derivative qualifying as a cash flow hedge, the change in the unrealized gain or
loss is recorded as a component of accumulated other comprehensive income (loss)

within shareholders’ equity on our consolidated balance sheets. The fair value of the

swap is recorded as either an asset or liability on our consolidated balance sheets.
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Preferred Shares

On April 27, 2004, we issued 2,500,000 8% Series B Cumulative Redeemable Preferred
Shares at $25.00 per share. On May 4, 2004, upon exercise of the underwriter’s over-
allotment option, we issued an additional 100,000 Series B preferred shares at
$25.00 per share. The Series B preferred shares were issued under our 2003 Shelf
Registration Statement. Net proceeds to the Company, after deducting the dis-
counts and commissions to the underwriters and other expenses of this offering,
totaled approximately $63.1 million. The Company contributed the net proceeds
of the offering to the Partnership in exchange for Series B Preferred Units. Of the
total net proceeds, approximately $53 million was used to pay off debt outstanding
and the remaining proceeds were used to fund acquisitions and for general corpo-
rate purposes.

Set forth below is a summary of our preferred shares of beneficial interest:

Series of

Preferred Share Number Annual Annual Earliest
of Beneficial of Shares Month of Dividend  Dividend Redemption
Interest Issued Issuance Yield @ Per Share Date
Series A 3,950,000 December 2003 7.5% $1.875 12/11/08
Series B 2,600,000 April/May 2004 8.0% 2.000 4/27/09

(1) Yield computed based on $25.00 per share redemption price.

All of the classes of preferred shares set forth in the table above are non-voting and
redeemable for cash, at $25.00 per share plus any accrued and unpaid dividends, at our
option only on or after the earliest redemption date, unless in limited circumstances in
which early redemption is necessary to preserve our status as a real estate investment
trust for federal income tax purposes. The preferred shares have no stated maturity and
are not subject to any sinking fund provisions. Additionally, the shares are not convert-
ible into or exchangeable for any other security unless conversion is necessary to main-
tain our status as a real estate investment trust. Holders of these shares are entitled to
cumulative dividends, payable quarterly. In the case of each series of preferred shares,
there is a series of Preferred Units owned by us that carries substantially the same terms.

10. Minority Interest

Assets and liabilities allocated to the limited partners (other than the Company),
which we describe as the Minority Interest, are based on their ownership percentage
of the Partnership at year end. The ownership percentage is determined by dividing
the number of Common Units held by the Minority Interest at year end by the total
Common Units outstanding at year end, excluding derivative securities. The full
redemption amount of the Preferred Units, as further described in the “Equity
Transactions” footnote herein, is deducted from the Partnership’s equity prior to
applying the ownership percentage to calculate Minority Interest. The Minority
Interest ownership percentage in the Partnership’s equity was 15.8% and 19.3% as
of December 31, 2004 and 2003, respectively.

Income before minority interest is allocated to the limited partners based on their
weighted average ownership during the year. The ownership percentage is deter-
mined by dividing the weighted average number of Common Units held by the
Minority Interest by the total weighted average number of Common Units out-
standing during the year, excluding derivative securities. Income before minority
interest is reduced by Preferred Unit dividends prior to applying the ownership per-
centage. The Minority Interest ownership percentage in income of the Partnership
was 17.9%, 21.1% and 23.6% for the years ended December 31, 2004, 2003 and
2002, respectively.

Holders of Common Units, which we refer to as Unitholders, are entitled to quarterly
distributions which are equivalent to the quarterly dividend distributions received by
holders of common shares. There were 8.1 million and 7.9 million Common Units as
of December 31, 2004 and 2003, respectively, not held by the Company, which were
outstanding and could be exchanged for common shares of the Company on a one-
for-one basis in specified circumstances. When a Unitholder converts Common Units
to shares of common stock, an adjustment is recorded to equity to reflect the change
in the Minority Interest ownership in the Partnership. When the Company issues com-
mon shares from an underwritten public offering, its share-based compensation plan,
as further described in the “Share-Based Compensation” footnote herein, and its
Dividend Reinvestment and Share Purchase Plan, as further described in the “Dividend
Reinvestment and Share Purchase Plan” footnote herein, the net proceeds from
these issuances are contributed to the Partnership in exchange for Common Units
and an adjustment is recorded to equity to reflect the change in the Minority Interest
ownership in the Partnership.
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12. Share-Based Compensation

In connection with our initial public offering of common shares in February 1998, the
Board of Trustees adopted, and our shareholders approved, the Capital Automotive
Group 1998 Equity Incentive Plan, which we refer to as the Plan, to provide equity
compensation to our employees, officers, non-employee trustees and certain other
service providers. In February 1999, the Board of Trustees approved amendments to
the Plan and subsequently received shareholder approval on May 7, 1999, which we
refer to as the Amended Plan. The Amended Plan provided for grants of options to
purchase a specified number of common shares, which we refer to as Share Options,
or grants of common shares, which may or may not be restricted shares, and grants
of phantom shares. Under the Amended Pian, the total number of shares available
for grant was approximately 3.8 miliion. In February 2002, the Board of Trustees
approved an amendment and restatement of the Amended Plan and subsequently
received shareholder approval on May 14, 2002. We refer to the amended and
restated Amended Plan as the Restated Amended Plan. The Restated Amended Plan
increased the number of shares available for grant from approximately 3.8 million
to approximately 5.1 million and eliminated and amended several provisions of the
Amended Plan to reflect current law and practice.

The changes in the tax treatment of nonqualified deferred compensation under the
American Jobs Creation Act of 2004 has caused us to review our current arrangements
under the Restated Amended Plan and to plan for the future to ensure that the objec-
tives of the compensation arrangements described below continue to be met.

Share Options

Share Options granted under the Restated Amended Plan have exercise prices equal
to or greater than the fair market value of a common share at the date of the grant
and, for employees, typically become exercisable at a rate of 25% per year over a
four-year period, generally commencing on the first anniversary of the date of grant,
except for the initial grant of Share Options which commences on the first anniver-
sary of the date of hire. For trustees, Share Options become exercisable in stages,
one-third beginning six months after the date of grant, two-thirds beginning on the
first anniversary of the date of grant and 100% beginning on the second anniversary
of the date of grant. Share Options expire no later than the tenth anniversary of the
date of grant or, if earlier, within certain time limits for employment termination.

The following is a summary of our Share Option activity for the years ended
December 31, 2004, 2003 and 2002 (Share Options in thousands):

Weighted
Number Average
of Options Exercise Price

Share Options outstanding at December 31, 2001 3,019 14.33
Granted 6 22.23
Forfeited 2 16.18
Exercised 1,279 14.12
Share Options outstanding at December 31, 2002 1,744 14.51
Granted ) 24.87
Forfeited 4 13.00
Exercised 1,051 14.50
Share Options outstanding at December 31, 2003 759 14.89
Granted T 33.86
Forfeited 4 22.52
Exercised 590 14.54
Share Options outstanding at December 31, 2004 hm 21.74

Share Options outstanding at December 31, 2004 have exercise prices between

$11.59 and $33.86, with a weighted average exercise price of $21.74 and a weighted
average remaining contractual life of 6.34 years. At December 31, 2004, there were
approximately 159,000 Share Options exercisable at a weighted average exercise
price of $19.32 with a weighted average remaining contractual life of 5.66 years.

Restricted Shares

Restricted shares are shown as issued and outstanding shares and the value of the
shares is shown as deferred compensation within shareholders’ equity on the date
of grant. The deferred compensation is amortized to compensation expense ratably
over the vesting period, which is generally three to five years from the effective date
of the grant. Certain individuals may make a one-time election to defer receipt of
these common shares until a later date, provided that the deferred common shares
will be distributed prior to such time upon the occurrence of certain events, includ-
ing a change of control of the Company, certain terminations of employment and
death and disability.
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Restricted Shares—Dividends

A holder of our restricted shares has no voting rights, but receives dividends with respect to the restricted shares, which are equal to the value of any dividends paid with
respect to our common shares. Certain employees may elect to receive the dividend payments with respect to the restricted shares held on the dividend record date in
the form of cash or additional restricted shares. The additional restricted shares vest in accordance with the vesting schedule of the underlying restricted shares. If the
employee terminates prior to the vesting date, the employee is entitled to the additional restricted shares, or to cash equal to the fair market value of the additional

restricted shares on the termination date, at our option. The dividends related to the restricted shares are recorded as a dividend distribution under the shareholders’
equity section on the dividend record date.

Phantom Shares—Employees

In January 2000, we instituted a Phantom Share Purchase Program requiring mandatory, and authorizing voluntary purchases of phantom shares upon the deferral of a
portion of certain employees’ annual bonus. Under this program, unless the Committee determines otherwise, 20% of any annual bonus otherwise payable to an exec-
utive officer must be deferred, and the executive officer may elect to defer up to an additional 30% of any annual bonus otherwise payable to him or her. In addition,
certain other employees may elect to defer up to 20% of their annual bonus. The phantom shares are purchased at a price equal to 80% of the fair market value of our
common shares on the date of grant. The phantom shares awarded upon the deferral of a portion of annual bonuses generally vest on the third anniversary from the
date of grant and common shares are issued to the mBU_o<mm. Notwithstanding the foregoing, certain individuals may elect to defer payment of the phantom shares to
extend beyond such date to (i) either a later date or (ii) the date the employee terminated employment with the Company or the first January 15 following termination
of employment. If the employee terminates prior to the vesting date, the employee is entitled to the lesser of (i) the amount of the annual bonus deferred or (ii) an
amount equal to the number of phantom shares multiplied by the fair market value of the phantom shares on the termination date. The following is a summary of
phantom shares granted upon the deferral of the 1999 through 2004 bonuses earned (in thousands, except share and per share data):

Total Number Number Non-Vested
Year Amount of Phantom of Phantom  Phantom Shares Market Purchase 20% . o
Bonus of Bonuses Shares Shares Outstanding Price per Price per Discount Compensation Expense
Grant Date Earned Deferred” Granted Forfeited as of 12/31/04 Share Share Value 2004 2003 2002
1/17/00 1999 $410 44,208 — — $11.5940 $ 9.2752 $103 $ — $ — $ 34
1/24/01 2000 497 42,672 601 — 14.5625 11.6500 124 —_ 40 . 42
1/18/02 2001 708 42,396 982 41,414 20.8800 16.7040 177 58 56 59
1/15/03 2002 815 44,359 1,823 42,536 22.9800 18.3840 204 65 65 —
1/22/04 2003 334 12,344 — 12,344 33.8600 27.0880 84 28 — —
1/19/05 2004 315 11,791 — 11,791 33.4000 26.7200 79 — — —_
Total 108,085 $151 $161 $135
(1) The Committee approved waivers of the maximum deferral limits of the Phantom Share Purchase Program to include in the total bonuses deferred for each of the years detailed wco<m the following:
2004 2003 2002 2001 2000 1999
Chief Executive Officer’s annual bonus — — 100% 100% 100% 100%
Other executive officers” annual bonuses — — 75% and 100% 100% 100% —
Certain other employees’ annual bonuses — — 30% and 50% — — —

(2) The compensation expense related to the phantom shares is measured by the difference between the purchase price of the phantom shares and the market price of the common shares on the date of grant. The
compensation expense is recognized ratably over the vesting period, which is generally three years from the date of grant, and is included as an offset to shareholders’ equity.
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13. Dividend Reinvestment and Share Purchase Plan

During April 2000, we implemented a Dividend Reinvestment and Share Purchase
Plan, which we refer to as the DRIP, which was subsequently replaced on October 1,
2004. Under the DRIP, current shareholders and Unitholders are permitted to elect
to reinvest all, a portion or none of their cash dividends or distributions to purchase
common shares. The DRIP also allows both new investors and existing shareholders
and Unitholders to make optional cash payments to purchase common shares.

The DRIP permits current shareholders, Unitholders and new investors to invest a
minimum of $100 and up to a maximum of $10,000 in common shares per month.
The DRIP also allows us to raise additional capital by waiving the limitations on the
$10,000 maximum per month. Shares purchased under the DRIP through reinvest-
ment of dividends are purchased at a discount (currently 3%) to the market price.
Shares purchased under the DRIP through optional cash payments of $10,000 or
less are purchased at market price.

Common shares may be purchased directly from us or in open market or privately

negotiated transactions, as we determine from time to time, to fulfill the require-

ments for the DRIP. We issued approximately 448,000, 171,000 and 23,000 common

shares under the DRIP, totaling approximately $13.5 million, $4.4 million and $526,000,
for the years ended December 31, 2004, 2003 and 2002, respectively.

14, Dividend Distribution Characterization

Common Shares

We pay quarterly dividends to our common shareholders. Our annual dividend per
common share for 2004, 2003 and 2002 was $1.70, $1.65 and $1.60, respectively. The
annual dividend per common share is different from total distribution per common
share calculated for tax purposes.

The following is a summary of the quarterly cash distributions paid per common share
for the years ended December 31, 2004, 2003 and 2002 (unaudited):

Total Taxable
2004 Payment Distribution Ordinary Unrecaptured Capital Return of
Record Date Date Per Share Income §1250 Gain Gain Capital
2/9/04 2/19/04 $0.4165  $0.2784 $0.0123 $0.0145 $0.1113
5/10/04 5/20/04 0.4200 0.2808 0.0124 0.0146 0.1122
8/9/04 8/20/04 0.4230 0.2828 0.0125 0.0147 0.1130
11/8/04 11/19/04 0.4265 0.2851 0.0126 0.0149 0.1139
Totals for 2004 $1.6860  $1.1271 $0.0498 $0.0587 $0.4504

Total Taxable
2003 Payment Distribution Ordinary Unrecaptured Capital Return of
Record Date Date Per Share income  §1250 Gain Gain Capital
2/10/03 2/20/03 $0.4065  $0.2710 $ — $ — $0.1355
5/9/03 5/20/03 0.4085 0.2724 — — 0.1361
8/8/03 8/19/03 0.4110 0.2740 - — 0.1370
11/10/03 11/20/03 0.4140 0.2760 — — 0.1380
Totals for 2003 $1.6400 $1.0934 $ — $ — $0.5466

Total Taxable
2002 Payment  Distribution Ordinary Unrecaptured Capital Return of
Record Date Date Per Share Income  §1250 Gain Gain Capital
2/11/02 2/20/02 $0.3890  $0.2974 $ — $ — $0.0916
5/10/02 5/21/02 0.3935 0.3008 — — 0.0927
8/9/02 8/20/02 0.3980 0.3043 — — 0.0937
11/8/02 11/19/02 0.4020 0.3073 — — 0.0947
Totals for 2002 $1.5825 $1.2098 $ — $ —  $0.3727
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17. Quarterly Financial Information (Unaudited)

Summarized quarterly financial data for the years ended December 31, 2004 and
2003 is as follows (in thousands, except per share amounts):
Quarter Ended

March 31 June 30 September 30 December 31

2004 -
Revenue $47,501 $48,326 $51,725 $54,381
Income from continuing

operations $15,952 $10,283 $18,671 $14,792
Total discontinued

operations $ 2,594 $ 793 $ 3,170 $ 1,420
Net income $18,546 $11,076 $21,841 $16,212
Preferred share dividends $(1,852) $(2,776) $(3,152) $(3,152)
Net income available to

common shareholders $16,694 $ 8,300 $18,689 $13,060
Basic earnings per common

share:
Income from continuing

operations $ 0M $ o1 $ 0.42 $ 030
Net income $ 049 $ 0.23 $ 050 $ 034
Diluted earnings per

common share:
Income from continuing

operations $ 0.41 $ 0.21 $ 0.42 $ 030
Net income $ 048 $ 0.23 $ 0.50 $ 034
Weighted average number

of shares—basic 34,049 36,057 37,021 38,507
Weighted average number

of shares—diluted 34,673 36,501 37,393 38,839
2003
Revenue $38.528 $40,599 $41,232 $42,961
Income from continuing

operations $11,106 $11,821 $12,291 $13,123
Total discontinued

operations $ 830 $ 890 $ 780 $ 795
Net income $11,936 $12,711 $13,071 $13,918
Preferred share dividends $ — $ — $ — $ (411)
Net income available to

common shareholders $11,936 $12,711 $13,071 $13,507
Basic earnings per common

share:
Income from continuing

operations $ 0.39 $ 039 $ 0.39 $ 039
Net income $ 042 $ 0.41 $ 041 $ 041
Diluted earnings per

common share:
Income from continuing

operations $ 038 $ 0.38 $ 0.38 $ 038
Net income $ 0.4 $ 0.40 $ 0.40 $ 0.41
Weighted average number

of shares—basic 28,279 30,670 31,919 32,585
Weighted average number

of shares—diluted 29,205 31,618 32,731 33,256

18. Segment Information

SFAS No. 131, "Disclosures about Segments of an Enterprise and Related
information” provides standards for public companies relating to the reporting of
financial and descriptive information about their operating segments in financial
statements. Operating segments are defined as components of an enterprise for
which separate financial information is available and is evaluated regularly by the
chief operating decision maker or decision making group in deciding how to allo-
cate resources and in assessing performance. Our management is our chief decision
making group.

All of our operations are derived from one operating segment. This operating seg-
ment m:@m‘@mm in the purchase of real estate (land, buildings and other improve-
ments) or leasehold interests therein, which we simultaneously lease to operators
of franchised automobile dealerships and motor vehicle service, repair or parts
businesses, used vehicle businesses and other related businesses under long-term,
triple-net leases. We focus on leasing properties to dealer groups that have a long
history of operating multi-site, multi-franchised dealerships, generally targeting
the largest dealer groups in terms of revenues in the largest major metropolitan
areas in the U.S. in terms of population. In addition, we provide mortgages, facil-
ity improvements, construction financing and takeout commitments to our exist-
ing tenants in certain circumstances. We own interests in real estate and conduct
our operations, directly or indirectly, through the Partnership and its subsidiaries.
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On November 3, 2004, we, along with the Partnership, entered into a definitive
settlement agreement (“Settlement Agreement”) with the following parties (collec-
tively, the “Milestone Parties”) to settle all pending litigation: AutoStar Realty
Operating Partnership, L.P. (“AutoStar”); Burkitt; John Geller; Presidio Financial
Partners, LLC, and Presidio Merchant Partners, LLC (collectively “Presidio”); and
Milestone, The Staubach Company, Staubach Retail Services, Inc., and Cypress
Equities, LLC (collectively “Staubach”). The Settlement Agreement contained
mutual releases and provided that the parties would make the filings necessary to
dismiss with prejudice all pending litigation. The Milestone Parties paid us $150,000
as partial consideration for the settlement. Under the terms of the Settlement
Agreement, AutoStar, Burkitt, John Geller, Presidio, and Staubach were required to
return or destroy all of our documents in their possession, and any documents
derived from those documents. In addition, Burkitt entered into an agreement not
to compete with us in the development, acquisition, and/or leaseback or finance of
new or used automobile dealership real estate in the United States for a six-month
period ending May 3, 2005. We made no payments to the Milestone Parties in con-
nection with the settlement.

21. Subsequent Events

On February 24, 2005, the Partnership sold $100 million aggregate principal amount
of its senior notes in a private offering to institutional “accredited investors” within
the meaning of Regulation D under the Securities Act of 1933. The notes bear inter-
est at a fixed rate of 5.46% per annum and mature on February 24, 2015. We have
guaranteed the notes. Net proceeds, after deducting the expenses of this offering,
totaled approximately $99 million. We used the net proceeds to repay borrowings
under our unsecured revolving credit facility. In addition, as part of the offering,
the Partnership agreed to sell to the same institutional accredited investors an addi-
tional $75 million aggregate principal amount of the notes on or about March 30,
2005. Net proceeds from the sale of those notes will be used to refinance existing
secured debt, to repay borrowings under our unsecured revolving credit facility, for
future acquisitions, and for general corporate purposes.
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